University of Mississippi

eGrove
Newsletters

American Institute of Certified Public
Accountants (AICPA) Historical Collection

1-1991

Practicing CPA, vol. 15 no. 1, January 1991
American Institute of Certified Public Accountants (AICPA)

Follow this and additional works at: https://egrove.olemiss.edu/aicpa_news
Part of the Accounting Commons, and the Taxation Commons

Recommended Citation
American Institute of Certified Public Accountants (AICPA), "Practicing CPA, vol. 15 no. 1, January 1991"
(1991). Newsletters. 1623.
https://egrove.olemiss.edu/aicpa_news/1623

This Book is brought to you for free and open access by the American Institute of Certified Public Accountants
(AICPA) Historical Collection at eGrove. It has been accepted for inclusion in Newsletters by an authorized
administrator of eGrove. For more information, please contact egrove@olemiss.edu.

The
PracticingCPA
JANUARY 1991

An AICPA publication for the local firm

THOUGHTS ON VALUE BILLING
How can I persuade an established client base that
is used to fees based on rate and time to accept value
billing? Which criteria are used in value billing—
how do you get clients to realize when services are
above the norm? Many practitioners seek answers
to such questions. We asked our editorial advisers
for their thoughts on value billing. Here are their
comments.
H.W. Martin, a retired Rome, Georgia, practi
tioner responded with another question: "Why do
you need to change?” Mr. Martin thinks that before
dropping a method everyone is accustomed to, you
should analyze it thoroughly to see if it needs minor
corrections. As he puts it, "don’t throw the baby out
with the bathwater."
Mr. Martin believes billing by the hour at estab
lished rates based on the salary of the professional
engaged, plus overhead, should result in a fair
return to the firm and a reasonable charge to the
client. He points out that someone may have more
than one rate. Estate tax planning, for example, is
frequently billed at a higher rate because the CPE
and other training required for it must be absorbed
over a small number of returns. What is important
to remember, he says, is that the individual doing
the work should have the knowledge and skill to
warrant the premium rate.
Expressing doubts about charging the client extra
because the CPA believes the work was excep
tionally good, Mr. Martin says clients expect their
CPAs to do outstanding work all the time. The other
side of the coin in value billing, he argues, would be
that if your work did not accomplish anything for
the client, you would send a no-charge invoice. But
you don’t, he says. All in all, Mr. Martin thinks client
retention is improved when clients receive a bill
that reflects time spent on an engagement rather
than a bill based on what the CPA thinks the work is
worth.
Richard A. Berenson, a New York City CPA, says

he can think of only two areas where value billing
can be easily accepted by clients. The first area is tax
consulting. Mr. Berenson thinks a client who can see
tax savings would be willing to pay a fee that has
some relationship to the amount of tax saved. The
other area would be in successfully negotiating a
bank loan or some credit facility for a client. Here
again, he says, a client could see direct monetary
results from the accountant’s participation.
Some CPAs are strong advocates of value billing.
Sidney F. Jarrow is one of them. (See “Value Billing”
in the November, 1987, Practicing CPA, page 1.) Mr.
Jarrow, who practices in Elmhurst, Illinois, says, in
answer to the first question, "Tell the client why the
value is there. Don’t ask the client if the bill is
alright. Not all CPAs can do what you are doing.
Don’t raise any doubts in the client's mind.” Mr.
Jarrow believes that services that can be value
billed are readily apparent. Clients don’t need to be
sold on the concept.
Robert L. Israeloff, a Valley Stream, New York,
practitioner believes that the opportunities for per
suading present clients to accept value billing
appear in special service situations, not in the usual
audit or tax services. He suggests that since special
knowledge is needed for the particular situation, the
client should be told before the engagement begins
that the billing will be on a different basis than the
normal hourly rate. Mr. Israeloff believes that the
criteria for value billing is the result of the CPA’s
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work effort—what those efforts produced for that
particular client.
Getting present clients who are used to fees based
on rate and time to accept value billing can be most
difficult. With new clients who have no experience of
your billing methods, the process is much easier.
Abram J. Serotta, an Augusta, Georgia, CPA, says
that when Serotta, Maddocks and Devanny
switched to value billing, the firm started with ser
vices that were best suited to the concept. Income
tax return preparation was first on their list because
the work involves a combination of several factors:
the skill of the preparer, the computational power of
the computer, and the complexity of the informa
tion presented by the client.
Additional areas the firm found relatively easy to
value bill include management services, estate
planning, tax planning, and fixed-fee proposals such
as audits and monthly accounting. Mr. Serotta says
that value billing is easier to explain to clients in
situations where automation and a high level of
professional skill are a large ingredient of the com
pleted service.
How will clients recognize when services are
above the norm? Mr. Serotta says you must always
tell them. You could point out, for example, that
your firm had done a good job on the engagement, or
that you had been able to reduce the clients taxes
further than originally thought, or you could just
say, “We are proud of the work we are presenting
today and here is the bill for $_ _ ."
Mr. Serotta believes the criteria used in value bill
ing comprise more than just looking at the savings
to the client. He says you have to evaluate the skill
level needed on the engagement, and consider the
investment your firm made in training personnel to
reach that level. Work priority and the importance
of the job to the client are other factors. If a client
lost the services of its controller for a few weeks, for
example, and urgently requested its CPAs help,
value billing would not be a problem. Mr. Serotta
thinks that other valuable services, such as assisting
a client in the negotiations to sell a business are also
candidates for value billing. There is value that your
years of experience bring to the negotiations, he
adds.

Reminders About the Practicing CPA
Distribution policy. Readers are reminded
that one copy of the Practicing CPA is sent auto
matically to each practice unit and to those
members who have specifically requested it. If
you would like to receive your own copy, please
send your name and address to the mem
bership administration department at the
AICPA.
Request for information. Readers are
reminded that the main source of material for
the Practicing CPA is practitioners. We would
like to encourage the exchange of ideas and
information concerning new methods, tech
niques, procedures, and forms that make man
aging an accounting practice easier and more
profitable. Just send your ideas to the editor.
Collection of articles. Readers are reminded
that we have assembled a collection of practice
development articles that were published in
the Practicing CPA from December 1977
through December 1988. With chapters on a
wide range of topics from developing niches to
growth through merger and acquisition, The
Practicing CPA on Practice Development can be
helpful to all local firms in the current eco
nomic climate. Discount price to AICPA mem
bers is $28. To purchase (product no. 092100),
call the AICPA order department, (800)
334-6961; in New York State, (800) 248-0445.
Ask for operator PC.

In his 1987 article, Mr. Jarrow says that perhaps
the major barrier to value billing is that the average
CPA is afraid clients will complain that their bills
are too high. In most instances, he says, clients are
willing to pay the bills you set, and you can bill
higher than average. You have to let clients know
your services are above average, though, and that
neither they nor your competition are going to set
your fees. He concludes, "Remember, billing is an
attitude, not a process.” □
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The Myths and Realities of CPA Firm
Mergers in the 1990s
The merger issue never really goes away. But accord
ing to Jay Nisberg, a Ridgefield, Connecticut, based
consultant to the profession, the currrent level of
anxiety among CPA firms over a variety of factors
has caused the recent merger activity to reach
almost manic proportions. Mr. Nisberg, who has
been involved in over two dozen CPA firm merger
negotiations, gave a presentation on this topic at the
third annual Practice Development Institute (PDI)
Consultants Roundtable in Chicago, last year. He
said that partnership groups are spending consid
erable time trying to determine firm goals and how
to achieve them. Long-range planning issues are
complicated by the soft economy, the fear of litiga
tion, and the escalating cost of doing business,
which includes the “high-tech” needs of the practice
as well as marketing efforts. Often, the best solution
seems to be to sell the practice (or "merge” if that
term is more palatable to the partners).
Mr. Nisberg cautions, however, that a merger
should not be considered a cure-all for every firm’s
problems. While some firms might be ready and
marketable (for example, where the partners have
built up the practice and assets and believe the
timing is right to take advantage of this), most firms
are not in this position. More often, the reason for
merger is grounded in the partners’ wishes to pro
tect the existing practice and doubts about their
firm’s remaining competitive, adapting to changing
conditions, recruiting effectively, developing new
leaders, continuing in practice profitably, funding
their retirement plans, and similar concerns.
No reason is necessarily wrong, provided it is
acknowledged and the merger is advantageous to
both firms. Whatever the reason, the first step in the
process, according to Mr. Nisberg, is for the partners
to come to grips with what is actually happening: Is
it really a merger or is it really a sale? The latter is
the more likely scenario. Mr. Nisberg says that part
ners in a firm considering an upstream merger have
to be comfortable with the fact that their practice is
actually being bought.
If the partners have decided that the best way for
them to achieve their goals would be through a
merger of their firm with another one, there are
three key issues they should then consider:
□ Economics. What the practice is worth and
how the value will be set.
□ Name. What the merged entity will be called.
(Many proposed mergers have fallen apart over
this issue.)
□ Management. Who is going to run the new firm?
Basically, if you can agree on these three issues,

the merger has a good chance of succeeding. But,
affecting all of these matters, especially the second
and third, is the chemistry of the relationships
among the various partners. This will be important
not only during the critical negotiations, but also on
an ongoing basis.
A merger should begin with a formal exploration
process. The purpose of this analysis should be to
determine the compatibility of the practices. Too
often, firms rush into ill-suited marriages. They
tend to overlook the importance of the chemistry
between the partners, in favor of the need for sur
vival or the economics of the deal. Mr. Nisberg
advises merger candidates to do the necessary due
diligence to determine the synergy of the combina
tion. "If there is not a fit,” he says, "don’t merge.”
There is a significant amount of information that
has to be exchanged during the exploration process.
Mr. Nisberg believes the checklist items on pages
3-5 will be helpful in this regard. □
Editor’s note: Complete cassettes of the primary
Roundtable presentations can be purchased by calling
PDI, (800) 227-0498. Mr. Nisberg can be contacted at
14 Pelham Lane, Ridgefield, Connecticut 06877, tel.
(203) 438-8914.
EXHIBIT I
Merger Checklist Items
Management of the New Entity

What will be the name of the new firm?

A.

B. Who will manage the new firm? Will there
be a managing partner?

C. What will be the new management struc
ture?
1. What will be the role of the executive
committee?
2. What will be the role of the management
committee?
3. What authority will the managing part
ner have?
4. Who will assume department head posi
tions?
5. How will multi-office situations be han
dled?
D. Who will manage the following functions
and how will they be managed?

1.
2.
3.
4.
5.

Financial and accounting.
Human resources.
Marketing.
Administration.
Quality control.
Practicing CPA, January 1991
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EXHIBIT II
Merger Checklist:
Technical Review

Checklist Item

A. Do the partners and key staff possess the
appropriate education and work experi
ence to perform work at their respective
levels?
B. Review the firms latest peer review includ
ing the letter of comment and the
management letter.

C. Review the professional liability insurance
policy and records to determine the nature
and frequency of claims made, if any.
D. Request a client list that details fee size
and nature of work. Select a representative
sample of different engagements to review
such procedures as audits, reviews, com
pilations and tax return-only engagements.
The sample should be more heavily repre
sentative of larger engagements than
smaller engagements.

E. For those engagements selected above,
review the reports, statements, work
papers, notes, audit programs, or other
procedural scopes, for these qualities:
1. Proper disclosures that follow the guide
lines of current literature.

2. Proper formats.
3. Proper use of documentation, such as
engagement letters, time budgets and
planning memos.

4. Overall appearance.
F.

Review any management letters for writ
ing style and content.

G. See if engagements are reviewed. Are
workpapers initialed by both preparer and
reviewer?

Practicing CPA, January 1991
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Checklist Item

Assigned
to

Due
date

Completed
date
by

Possible
problems:
Ref.
Yes/No

H. Check for documentation of workpaper
problem areas.

I.

Check the firms library for these items:

1. FASBs-current.

2. SASs.
3. Specialized industry audit guides.

4. Trends and Techniques.

5. Subscription to a well known technical
reference series.

J.

Review mix of staff experience.

K. The following should be reviewed in the tax
area:
1. General appearance of the returns (exam
ine all different types of returns).

2. Workpapers and other documentation
that supports the returns.
3. Review notes, if any.

4. Evidence that the return was reviewed by
someone other than the preparer.

5. Checklist of procedures to be followed for
return preparation.
6. Are research memoranda prepared cor
rectly and properly approved? How well
documented is the research?

7. How adequate is training?
L.

To the extent that the merger candidate
performs other services such as MAS or
PFP, a checklist of technical review pro
cedures should be assembled for those
areas.
Source: Jay Nisberg
14 Pelham Lane
Ridgefield, Connecticut 06877
Tel. (203) 438-8914
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Do You “Freight-Train” Your Clients?
Have any of your clients ever turned to another CPA,
even though you thought you provided the best pos
sible service? Have any prospective clients ever
turned you down, even when you thought you dem
onstrated unique advantages by your services? A
number of reasons exist for explaining why these
situations may occur. All too often, however, the
reason for failed CPA-client relationships is “freight
training”—the habit of overriding the opinions and
judgments of others.

The temptation
Accounting success demands technical expertise.
Insight and judgment are required to tailor this
expertise to the unique needs of each client. The
better one becomes in handling these challenges,
the better the client is served. While clients may
develop a certain level of proficiency in dealing with
these factors, they must still rely on their CPA for the
final word on most aspects of accounting service
requirements.
Professional proficiency provides a continuing

Plan Your Continuing
Professional Education
1991 AICPA CPE Tentative Conference Schedule
National Conference on Federal Taxes
January 7—8—San Francisco, CA

1991 Annual Tax Season Update Conference
January 10-11—Orlando, FL

temptation for the CPA to apply expertise without
much (if any) input from the client into the process.
The CPA may even hesitate to explain some of the
accounting processes to clients because the pro
cesses are complex or confusing.
Of course, successful CPAs do listen to client con
cerns and do consider client input. There is a con
stant desire to save time and effort, however. Often,
CPAs are tempted to disregard clients' concerns,
particularly when these concerns are far afield from
clients’ primary service needs. The more proficient
the CPA, the greater the temptation to focus on the
numbers. After all, the numbers and their signifi
cance are the primary accounting factors. Unfor
tunately, clients also evaluate the CPA according to
personal needs that may have little to do with busi
ness needs.
Client satisfaction
Clients’ satisfaction with accounting services is
influenced by the personal relationship they have
with their CPA. This relationship must be one of
trust, mutual respect, and two-way communication.
The key to proper communication is widely recog-

National Accounting and Auditing
Advanced Technical Symposium
June 24-25—Arlington, VA
July 8—9—Seattle, WA
The CPA’s Role in Litigation Services
July 11—12—Denver, CO
October—Atlanta, GA

Tax Strategies for the High Income Individual
April 29-30—Las Vegas, NV
May 30-31—Orlando, FL

The CPA and the Older Client:
Focus on Tax and Retirement Planning
July 15—16—Boston, MA
September 26-27—San Francisco, CA

Marketing and Managing a Successful Tax Practice
May 2—4—Tempe, AZ

1991 Estate Planning Conference
July 24—26—San Diego, CA

1991 National Banking School
Unit I May 12-17—Charlottesville, VA
Unit II June 9—14—Charlottesville, VA

Duke/AICPA Managing Partner
Leadership Institute
August—Durham, NC
October—Durham, NC

AICPA National Conference on Divorce
June 3-4—Las Vegas, NV

OMB A-133
June 7—Chicago, IL
Microcomputer Conference and Exhibition
June 16-19—New Orleans, LA

1991 National Tax Education Program
Week I June 17—21—Urbana-Champaign, IL
Week II June 24-28—Urbana-Champaign, IL
Week III July 15-19—Urbana-Champaign, IL
Week IV July 22-26—Urbana—Champaign, IL
Week V July 29-August 2—Urbana-Champaign, IL
Employee Benefits
June

Practicing CPA, January 1991

National Governmental Training Program
October 9-11

National Conference on Federal Taxes
October 24-25—Washington, DC
Firm Administrators Conference
November 6-8—New Orleans, LA
AICPA National Construction
Industry Conference
December 2—3—Orlando, FL

For more information, and to be put on our brochure
mailing list, please call: (800) 242-7269; in New York
State, (212) 575-5696. □
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nized to be effective listening. This is taught to sales
representatives as a way to successful selling.
Even more significant, the willingness to listen to
another person is vital in establishing a good rela
tionship. Respect is shown by listening even when
the other person is saying nothing that the listener
thinks is important. The point is that the message is
important to the speaker, or the speaker would not
be expressing it.
People sometimes express opinions when they
know that other opinions or judgments are better.
Perhaps they want to feel they are playing some role
in the proceedings or perhaps they just want to air
their views. In addition, they may be making a point
to someone else about something of which the
CPA knows nothing. In any case, the CPA should
listen without interrupting. Anything a client says
should be treated with respect and as worthy of
consideration.
A client who does not feel respected by a CPA will
be tempted to find a different CPA who does estab
lish satisfactory working relationships. The
strength of personal needs is so great that a client
may be willing to give up a little in service or
performance in order to obtain more personal satis
faction. CPAs should remain sensitive to clients’ per
sonal needs and feelings even when making formal
presentations.
How to avoid derailment
There is an easy way to stay alert to the tendency to
freight-train clients. Just remember the sign at a
railroad crossing: stop, look, and listen.
Before interacting with a client, remind yourself
about this sign. During a meeting, periodically stop
concentrating on the numbers or on your own opin
ions, and shift your focus to the client. Look at the
client and note the body language—the clients
attentiveness and facial expression, and whether
the client seems to be tense or relaxed. A pause in the
conversation gives the client an opportunity to
express opinions or ask questions. So listen atten
tively to what the client says. If the clients body
language indicates inattention, confusion, or un
easiness, you may want to ask for feedback. After
some practice, it becomes second nature to auto
matically check the clients responsiveness.
Don’t concentrate so much on one set of concerns
that you overlook what others might see as signifi
cant. When preparing for discussions with a client,
make sure that you have looked down every track
the client might take, and have considered every
concern the client or the client’s employees might
have.
This railroad sign approach is also useful for other
purposes. Ethical ramifications are increasing

1991 PCPS Conference Program
Takes Shape
The private companies practice section (PCPS)
of the AICPA division for CPA firms will hold its
thirteenth annual gathering for local firm
partners on May 5-8 at the Stouffer Esmeralda
Resort in Palm Springs, California.
PCPS has added many new topics to its usual
selection of practice management, technical,
and hands-on micro sessions, including: forms
of CPA firm ownership; partner evaluations;
compensation strategies outside qualified
plans; tax updates for S corps, C corps, and
partnerships; estate planning services;
advanced real estate accounting; business
valuations and appraisals; small business
computer systems; family business strategies;
developing niches; new business from ESOPs;
Windows; and more to a total of over forty
sessions. A Crackerbarrel Forum offers roundtable MAP exchanges on Monday night. The
California CPA Society provides three post
conference peer/quality review training pro
grams including “Preparing Smaller Firms for
Quality Review."
A $10,000 special hole-in-one prize has been
added to the golf tournament. An outdoor
Hawaiian luau and dance highlights Tuesday
evening. Several scenic and shopping tours are
planned. Registration fees for the 3-day con
ference are set at $475 and $90 for spouses. For
information call the AICPA meetings depart
ment, (212) 575-6451.
every day in business and in accounting practice,
and the correct way to proceed is often difficult to
identify without a pause for reflection. The CPA
should be especially alert to such situations.
The freight-train and the railroad crossing sign
analogies provide an easy way to remember that
developing client satisfaction goes beyond numbers
and technical performance. This approach uses the
principles of basic business psychology. You can
check it for common sense by putting yourself in the
client’s place. In fact, it is a good guide for relation
ships of all types—with clients, staff, friends, and
family.
Last, but not least, you should be careful not to
freight-train yourself. Make sure you are not ignor
ing your own concerns and judgments and that you
are headed in the right direction. □

—by Sammie L. Smith, CPA, Ph.D., and Dillard B.
Tinsley, Ph.D., Stephen F. Austin State University, P.O.
Box 13005, SFA Station, Nacogoches, Texas
75962-3005
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Seasonal Offerings from the AICPA
The AICPA has just released a number of products
that could be helpful during tax season. For exam
ple, a new manual, 1990 Highlights for Individuals—
Update and Selected Review, by Sidney Kess and Bar
bara Weltman, provides comprehensive guidance
on key selected areas of return preparation based on
hundreds of tax cases and rulings.
The manual includes an update on legislation,
cases and rulings after July 30,1989, a review of the
Revenue Reconciliation Act of 1989 plus indexing
adjustments and prior law phase-in provisions
effective in 1990, and reminders of changes in 1990
tax forms and schedules. The product number is
003550 and the cost is $40 to members.
If you are looking for an easy way to figure interest
and penalties on your PC, TaxInterest is the product
you want. The program lets you quickly check the
overall cost of filing late, determine exposure on any
tax shelter or calculate penalties. It can even verify
interest on deficiencies and any of nine federal
penalties.
The program requires an IBM, PC, XT, AT, PS/2 or
compatible, one disk drive, 512K RAM, DOS 2.0 or
higher, and is compatible with most printers. Avail

American Institute of Certified Public Accountants, Inc.
1211 Avenue of the Americas
New York, N.Y. 10036

able on 5!4-inch and 3½-inch diskettes, the product
number is 016520 and the cost to members is $99.
If you need up-to-date guides and checklists for
individuals (form 1040), partnerships (form 1065),
corporations (form 1120), S corporations (form
1120S), fiduciaries (form 1041), passive
activities/employee benefits (form 5500), tax
exempt organization (form 990) among others, 1990
Tax Practice Guides and Checklists is the manual for
you. Developed by the tax practice guides subcom
mittee of the AICPA tax division (the manual is
being automatically distributed to members of the
tax division), it also includes draft engagement let
ters and other practice guides. (Note: changes in the
1990 Revenue Reconciliation Act are not reflected in
the manual.) The product number is 059504 and the
cost to AICPA members is $32.
Guides and checklists are also available on PC
compatible software disks in the following formats:
WordPerfect, product number 059519, cost $32, and
APG Tax Library Volume 1, product number 016830,
cost $22 to members.
To purchase, just call the AICPA order depart
ment, (800) 334-6961; in New York State, (800) 2480445. Ask for operator PC. □
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